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OFFICE OF REPORTS AND ESTIMATES, CTA
PAR BAST/PACIFIC BRANCH

INTELLIGENCE HICHLIGHTS WO. 86
20 JANUMRY <« 25 JANIARY 1940

SECTION I. SUMMRY OF PAR BAST TRENDS AND DEVELOFMBNYS

A Chinsse Commurist statement of policy towards Japan pointed out that
revival of trade betwssn the two aress hiaged on the elimination of reaction~
ary elomests in the Japanese Govermment and smphasised that the "New Chim®*
intended to haw @ voioe in Japanwse affairs, along with the other major
mﬂ(pcgc’!). :

Burme. and Japan have concluded a trade agreememt covering the exchange 25X
of 325 million worth of goods in 1949 (pmge 3).

Doiping sepitulated to the Chinese Commmists this week and CHIANGSs
defeated arnies were reported withirawing south from the Yangtse defense
1ine (page 7). CHIANG Kai-shek "retired” (page 7) and left to LI Teung~
jen the task of comoluding a pesce with the Camunists who have not wavered
from Ilg)ho-hq's sight point desmand for virtual unconditional surrender
(” ® .

. The Philippine Gowrmment is adopting stri ssourity regulations
in view of possible influx of agents from China (page 10).

Bursa is faced with a nﬂm esonomic orisis and is seekinpg foreign
financial assistance (page 10).

The Rimmese are studying anti-Commnist measures (page 11)o

Korean ri st youth groups are being consolidated under President
Rhee's orders (page 6§).

" The “notations used in sucoesding sections of This Weokly
("A", "B® or "C") indicate the importance of the items in B/FE opinion
with "A" representing the most important,

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100020025-1

('.



—=SREREE-

«2e
SECTION IX, DEVELOPMERTS IN SPECIFIED AREAS
GENERAL

Chinege Commmurists state policy towards Japan _ e

A Chinese Commmist Party broadeast from North Shensi on 19 -Jamnuary,
reveals an inoreasingly comscious agzressivensss in development of s Chinese
Cawmnies polioy for Japan. Aimed at influencing the Japanese general
slections of 83 Janmry, the Chinese Commmist radio emphasiged that aftor
8 years of combating Japansse inperialism, "New China,” unwilling to deal
with Japanese resstiomary elements, finds "anmnu Commundets and other
demoorats™ best qualified to lead Japan to a "genuine close friendship”
with China. Dangling the prospects of renowed China trade before market.
seeking Japan, the broadoast stated that while Japan needs to establish
economic and political relations with "People's China,” "Japanese reaction”
possesses nothing on which China must rely, The Chlmae Communists furthor
announced that "whother Americen imperialists and their Japanese pawns are
willing or not," the ™New China" will ocomoern itself with comtrol of Jl.pll.nd‘

Probably the North Shensi broadoast contributed little to the surpru-
ing eleotion susoess of the Japan Commmist Party (JCP). (The JCP inoreased
its lower house Diet seats from 4 to 35 out of 466 seats.) The "New China® )
pronouncensnt, however, played on the same note which JCP campeign psychology
has stressed, namely, that Japan has much to gain by being fr:l.u:dly with & - -
Comumist Chimm, "

Chinese Communist allurements to Japan for potential sconomic relations
my be of considerable significance., Chinese Communist plammers do not
oxpect extensive economio support from the USSR and may desire to resune
trade between these two soonomically oomplementary areas with the thought
that, through gradual, judiociously applied pressure, they oan assist the
JCP, (SEB SECTION III - -

The expressed desire to participate in the ‘eantrol of Japun may Monto
a twoefold ambition: (a) bo play upon Japanese fears of a Communist China
while putting pressure behind a jump-on-the-bandwagon movement, and (b) to
help counter American influence in the Far East, Possibly anticipating’
international recognition of a Communist-controlled Government of chim,
the Chinese Communist Party undoubtsdly aspires to China's present seat on
the Far Eastern Commission, where China holds veto power, and on the
purely advisory Allied Council for Japan, which “New China® oould employ
as a sounding board to mould Far Eastern opinion.

Slelliily
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| GRXERAL (oontinued)

nhm rade arrangenent oonsluded

Japan and Bursa have emoluded a trade arrangement covering the period
of 1 Jamwmry to 31 December 1949, The arrangement oontemplates a trade
balamsed at 23 million dollars and is similar in cutline to the owver-all
sboriing aree trade arrangmment megotiated in the sutumn of 1948, It
provides Zor the purchase of raw cotton, rice, leed, antimony, tin conoen-
trates, teak and rubder dy Japan in exchange for cotbtom plece goods, silk
and rayon goods, cottem yarm, corrugated iron sheets, trusk tires, tubes,

pottery end poroelain,

Before the war, Burma was Dot important in the foreipgn trade of Ja
proper, sscoumting for only 0.8 percent of exports {mostly cottom goods
and 0,3 peroent of imports (raw cotton and sinc). OCurrently, however,
trade with Burma is iwportant to Japan because it affords s trade chanmel
in Southeast Asia, an ares which Japen is anxious to develop ao as to
leseen its scomomic dependence on northeast Asian markets, now in large
part Communist-deminated. Trade with Japan is importent to Burma because
befors the war Japan was a signifiocant market for ons of Burma's major
- exports--reaw sotton, _

The trads arrangements may encounter difficulties. It is problematioal
for example, whether the Imternational Emsrgency Food Comittes (IEFC) will
permit the allocatiom of rice to Japam. Im addition, instability in Burma
?g;wuht both the produoction and export of the required scmmoditiss

L
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« Prenmier 1se¢ Bum Suk has instructed his Kcrea wg®

National Corps } to accede to President Rhee'!s ultimatum .
requiring it to join the Great Karea Youth Corps (GKYC). Rhee has been
attempting to comsolidate all rightist youth orgznisations in & single

"non-political® fromt, under his indirect lecadership, designed
to dafend ths Republic ageinst Coammmism and to serve ag the nmucleus of
& projected 50,000 man Militia, Premier lee had uilt & strong politicel

on the basis of his lsadership of the XNYD, and his initial
hesitation in ordering it to merge with the GEYC under Rhee’s nominal
dsadership incurred the President's displsasure., While the Premier's
recent action may improve his relations with Rhee, Lee will probably
contime to fight for political leadership of Korcan Youth Ly attempting
to place KRYC nembars in key positions in the GKYC, the Militie and the
Army. Since the GKYC 18 to serve as the mcleus for the Militle, vhich

SEERRE-
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KBESA (Cont.)

.will bo under Ise's oomtrol in his position as National Defense Minister,
he can paobably regain much of the power that he nov cmxroises as Chief
of the KNIC in the Youth Corps, The recent eppointment of lee Cimn 8ik,
fornerely e KNYC deputy, as ocomanding officer of the regiment as

the politically irportant mission of defending Secul, is indictive of
Loe's political strategy. '
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Bationalist or%ud duga resistance %. The completely b
demoralis oa " o - are reported to
be retreating south fros the Nanking-Shanghsi area and the Yangtse
defense line. The oncowing Chinese Communist armies are believed
to have reached the Yangtse and cwrrently to be awaiting orders
to oross the river. Prior to this latest Chinese Commmist advance,
CHIANG Kai-shek, at loug last, decided to "retire” and departed for
Fenghue to “sweep the tombs of his ancestors.” Whem CHIANG left,
be turned over the confused remnants of his regime to Asting Presi-
dent LI Tsung-jen, who is at present frantically attempting to negotiate
an "honorable peace® with the Chinese Commmists. However, with the
disintegration of organized Natiounlist military resistance, LI's
bargaining power is nil and he can sxpect little better terms from
the Chinese Communists then unconditional surrender.

Meanwhile, with the calm capitulation of the ancieant North China
oapital of Peiping om 22 January, the Ch:nese Communists added another
victory to their list and deftly administered the ‘coup-de-grace' to
the Nationalist military position in North China. Nationalist Gen.

FU Tso-yi surrendered Peiping to the Communists, in exchange for a
guarantee of his perscnal safety and the removal of his name from the
Communist 118t of “war criminals.” FU apparently made this deal with
& view toward getting out later and returning to his home territory

in Suiyuan Province. The Communists, on the other hand, probably

are aware of FU's intention to "go back to the farm,” and therefore
will nake overy effort to keep him under their thumd so as to forestall
any possibility of his ever again becoming & formidable adversary.

The. peaceful ocspitulation of Kalgan, Tientsin, and Peiping has
sot a pattern which will probebly be followel by the defenders of the
remaining Government-held cities of Kanking, Shanghei, Hankow, Tsingtao,
Sian and possidly Taiyuan. Consequently, the last major engagement
of China's oivil war appears to have beem concluded.

CHIANG Xsi-shek "retires.” CHIANG's decision to retire from the b
Presidency of the National Government, at & time when its collapse
is imminent, evidences his intention to demonstrate that Vice Pres-
ident LI Tsung-jen camnot make an "honorable™ peace with the Communists
and that continued resistance under CHIANG's leadership is the only
alternative to unconditional surrender. CHIANG's acticn is alao
caloulated to put on the Communists ths onus for declining to halt their
attacks except on terms contemplating early communization of Nationalist
China.

Legally, CHIANG's “"retiremsut” involves no more than his a bsence
from the presidential office, to which he may return at will. Be
still heads ths Kuomintang and its committees still control the National

{
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Government. Morecver, he has recently strengthened his authority
in warious provinces of South and Southwest China by the appointment
of dependable subordinates to key positions. Rhile plans have been

partially carried cut to use Taiwan as an ultimete haven for Nationalist

lenders despite the possibilities of a native uprising there, CHIANG
has made additional preparations to employ South China as a base of
resistance and has moved Government rosources, records, and personnel

both to 8South China and Tatiwan. If LI's efforts to make peace are futile,

CHIANG will be in a position to resume active dirsction of the Nationmal
Government and may eventually head a govermnent-in-exile with the hope
of recovering oontrol of China as & consequence of World War III,

- Acting President LI's newly appointed peace delegates, SHAO Li-
tze and CHANG Chih-chung, have little to offer the Communists and
realisation of their aifficulties probebly will impel the majority

of Nationalist leaders who still possess regional authority to a ttempt
further resistance, probably in cooperation with CHIANG Kai-shek.
Leftist leaders and lesser Nationalist figures may acco.modete them-
selves to conditions of Communist rule, somewhat as those in the
Peiping-Tientsin region have done.

Joint cgggw-m%nn administration set up in Poifing.
FU Tso-yi's agents accep rns surrender for Peiping which will
facilitate a gradual and orderly assumption of power by the Communists
and which involve the cooperation of Rationalist military and civilian
officlals during the transitional period.  Another provision of this
acceptance is the future inclusion into the Communist forces of all
Nationalist troops in Peiping. Probably some of the peace-makers will
be given at least temporary roles in the Communist administration.
Meanwhile, Marshal LI Chi-shen and other dissidents who reportedly
have been conferring with Communist representatives at Shihchiachuang,
south of Peiping, issued a statement, broadcast over the Comrunist
radio, which denocunced Rationalist peace overtures and otherwise
adhered closely to recent Communist propaganda lines., Marshal LI's
Kuomintang Revolutionary Committee may serve ss a vehicle for admitting
& limited nunber of Xuomintang members acoeptable to the Communists
into the future Communist-dominated coalition govermment.

' Communists view CHIANG as principal enemy. Chinese Communist
broadcasts have denounced E!EANE‘S Yretirement” as a tactioal maneuver
inspired by the US and have accused the US and the Kuomintang of
plotting to build up South China and Formosa as bases from which "to
destroy the revolution." The Communists are genuinely concerned
over CHIANG's prospecta, with US assistance, for delaying total
surrender in China. :

The Communists have made clear that realization of MAO Tse-tung's
eight-point program is their aim; the presence of specific individuals
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on their list of “war oriminals” is the only point susceptible to
modification. As btargaining points in his fevor, Acting President
LI will claim both oomtrol over remaining Batiosnalist forces and
international status as thelegal National Governnent of China. It
is doudtful that LI's government really has such oontrol or such status.
MAO's insistemce upom the "recrganiszation” of all Nationalist Armdes
is likely to split LI's government sharply into two groups, with only
those who control no significent military forces favoring settlement.
The other group oan hold cut temporarily in South and west Chima,

and may at any tine join foroes with CHIANG Kai-shek upon Ms return
from "retirement.” = «

The Communists are well aware that the Genmeralissimo is playing
for time. Thus, while the Communists will accept with pleasure what-
sver concessions are offered them by the ineffectusl govermment in
Nenking, their principal enemy is and will remain CHIANG Kai--shek,
who will not compromdse with the Communists and who will continue
to be a serious obstacle to the realization of the Communist sims
as long as be retains any veatige of military or political authority.

Recall of Sovieé Awbassedor implies ;on;g chanfen A change in np"
Sovist policy in Ch ny ndicate recall of Soviet

Anbassador N. V. Roshohin. Oen. Roshthin former Military Attache,

was appointed Ambassador in February 1948 after conferences in Mozcow,
The USSR appareatly comcluded that the US progran of aid to China,
announced at that time, was certain to be a failure and t herefore

that the Chinese Government might well accept a Soviet offer to mediate
in the civil war which Roshchin had already advanced informally.

S8ince Communist successes throughout 1948 mede Soviet mediation either
unnecessary from the Soviet viewpoint or undesirable from the Chinece
Comwunist viewpoint, the USSR receatly declined the National Govern-
ment’s invitation to mediate, Roshohin has again deen cvalled to
Moscow, and Soviet affairs in Nanking will again be entrusted to

a Charge d'Affairs who presumably will be unable to ccamit the USSR
to & course of action in the absénce of an 4nbassador., Roshchin's

- contacts and operations for the past several years have been with

the Lhinese Netionalists rather than with the Communists. It is
therefore quite possible that Roshchin will not return as Ambessador.
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dmmmdMMnmmmm Fhilippine
island of Mindaneo. Although there are probadbly few actunl Comsmist
entries into the Fhilippines at present, grester infiltration is possidble
in view of: (1) the Philippine Naval Patrol's inability to goard the long

Prilippine constline agninst activities and illegal entry; and
{2. inefticient and corrupt tion of the Fhilippine imigration
BURMA |

| t loans. It is beeoming ineressingly evident "B
that s o9 are steadily undermining the country's

financial stability. Not only is the Government burdened with heavy mili~
tary sxpenditures, but the various insrrections are seriously interfering
with exvarts the operations of Covernmmnt-owned utilities and the collection
of taxes. In addition to Governmeat efforts to deal with the eritical f£i-
nanoial situstion by cutting cost-of-living sllowances to Covernment workers
and promilgating an "susterity program®, foreign financial assistance is
being scught. The Information ¥inister has requssted Burmese newspeper
oditors to tone down their attacks upen "Anglo-American imperialists and
bloodsucking capitalists” in arder to aveid antagonising prospective leaders.
India and the UK are the most likely scurces of loans because Burma's rice
is of great importance to both, India needs all the riece it can get for
ite om use, and the UK needs rice for the food-deficit areas of the Far
Bast, particularly in Malays, whish produces a large amount of dollar ex-
changs. The UK is reported ready to loan Burma 200 million rupees (about
$67 million,) It is expested that a request will be made of India. Such
loans, however, will ocnly have a temporary effect until law and arder are
restored, and offer little mrospest of fundamentally improving Burma's
detericrating escncay. The Burmese Covernment is not believed capable of
enforeing camprehensive austerity, or checking inflationary conditions.

The reduction of governmental allowances may lead to strikes by Government
workers which will further curtail the Government's capacity to function

SESREG
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SIAM

| e I, St e ™
Government esvrouses no o mogras, Premier Phibul
’ indisated at a press conferense last woek that the government is examin-
ing neasures to cormbat Comwnism. The Phibul government is aware that f’
Comminisem is confined chiefly to Siam's large Chinese minority which i
domninates the labor foree and the mercantile class, The government is, :
therefore, prisarily concerned with the nroblem of limiting Chinees con- }
trol of labor unions and the reservation of certain occupations to 3
. Siamese nationals. Purthermors, in an effort to remove nossible causes ‘
for the srread of Commnism among Siam's overwhelmingly agrarian popula-
tion, the government is studyihg the advisability of reducing foreign
land ownership and the possibility of increasing cooperative land-holdings.

" At nresent, Slam has & vromise of limited military aid from ths UK
and, in addition, is making strong overtures to the I'S for military and
esconomic assistance as a means of withstanding Communism, Desnite the
amarent anti-Commnism of the present regime, however, the Siamese are
capable of making the adjustments necessary for dealing with a Chinese
Commnist government recogniszed by world powers. This would be entirely
consistent with Sianm's past history of opnortunistic adaptation to po-
1itical developments elsewhere in Asia.

et ciiiat sl L.
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SSOTION III. DICEST OF IMPORTAN? STUDIES AND ESTIMATES
BOONOMIC PROSPECTS IN RANCRIRIA FOR 1949-50

Oommmists both to realise greater returns from Manchuria's agricultursl
surpluses and to exploit industrial rew material resources on a gonsiderably
increased ssale. Iight induetry, of which the most important is textile
produstion, will be stimalated by the return of peace to Mamchuris, Ewen
ﬂth.munuulymﬂmsaammm,m.m ’
1o0al demand will not de met, The beavy imdustries, ohiefly iron and steel,
bullt by the Japanese ia Manohuria, will probably remain largely inoperative
until the machinery meeded for their rehabilitation cen be dmported.

rrumtiu m

Inoreased cutput of industrial rawmaterials and agrisultural products
would have an immediate effeot on trede in the Far Bast, Because of the
sericus deterioration of industrisl plaats, the Mamehurian economy cammot
now absord a1l the raw materials it is oapable of produeing. Yet Manohuris's
need of machinery for industrial rehadilitatiom and essential consumers?
£oods gives her a strong incentiwe to produce more than she can consume at
home, in order to market these exportable surpluses.

In the next two years Manchuria should be able to produce a surplus of
grein and soybeans for foreign markete, 3-8 million

i » 400,000 tons of salt, and unestimeted
te and molybdemm, el
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garding
of Soviet ideclogical affinity with the Chinese Comsmmist Party and by the
USSR*e share in control of the important port of Dairen and the Manchurian
railroed sysbdem, .

Two politicel considerations may prevent the export of Manohuria's
rev material surpluses to areas (sush as Japan) whioh will give the Communists
the greatest return, First, dboth the USSR and the Chinese Communists may
agres that exports conbridbuting significantly to Japan's economic resovery
and war potential would be undesireble. Second, the exasple of Bastern -

may woll cbject to the industrial restorstion of Manchuria, through exchange
of raw materials for fastory machinery,

In oontrast, three considsrations will encourage Manchurian trade with
non~Boviet comtries. First, from e Chinese Commmnist viewpoint, there
is 1ittle hope for early industrial rehebilitation in Menchuris exoept
through trads with countries like Jepan that can provide the required capital
goods in return, Second, BRussia would share in ocapital goods imported from
Japan, whioh would benefit the Soviet Far East economy as well as strengthen
the Chivsee Copmmist econoxy in Manchuris. Third, a large part of Manshuria's
potential szport comnodities would de only of marginal significance to Soviet
areas, ‘

It may be ocomoluded, that although sconomio forees will promote a

subgbentisl emount of trads betwsen Manchuria and oountries outeide the Soviet

Far Bastern bloo, political consideration will keep such trade well below
1ts potential maxbmm during the mext few yearso
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